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Abstract
The purpose of this paper is threefold: to overview key elements of bond market development, to confirm policy 
implementation of the Malaysian government, and to draw policy implications for other developing countries. The 
Malaysian government has put an emphasis on development of debt securities markets to offer alternative sources of 
finance for the government and private companies since the Asian currency crisis of 1997. The government strategically 
implemented policies for market promotion, which were consistent with guidance from international organizations, such 
as The World Bank, International Monetary Fund, and International Organization of Securities Commission. This study 
summarizes the discussions of those international institutions and then confirms reforms executed by the government 
of Malaysia. As a result of careful and prudent policy planning and implementation, bond markets in Malaysia have 
successfully developed. This study draws useful lessons from the Malaysian experience and presents the potential 
effectiveness of implementing these policies in other developing countries. 
Key words: Bond market, Debt securities, Malaysia, The World Bank, IMF, and IOSCO
1.  Introduction
During the 1997 Asian currency crisis, private companies were unable to obtain alternative financing through 
capital markets due to underdeveloped corporate bond markets. Thus, several ASEAN countries realized that 
they must address the development of bond markets.
In 2003, Ministers in ASEAN+3 countries agreed on a regional cooperation framework, known as the Asian 
Bond Markets Initiative (ABMI), and central bankers in the Asia-Pacific region initiated investment through the 
Asian Bond Fund (ABF). These cooperation frameworks have revealed critical factors regarding the development 
of bond markets; moreover, each member country?s efforts are essential to spur bond markets in the region.
In this paper, the author will explore three areas: essential elements of bond market development; 
implementation of government policies; and policy implications for other developing countries. This study 
focuses on the case of Malaysia because the Malaysian government has implemented several policies to develop 
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their bond markets to supply an alternative source of finance for the government and private companies. As the 
Malaysian bond markets are relatively the most developed in ASEAN, useful lessons can be drawn from their 
experience. One of the key factors of the Malaysian success was that their reforms were consistent with two 
guidelines published by the World Bank and International Monetary Fund (IMF) in 2001 and the International 
Organization of Securities Commission (IOSCO) in 2011. This study will lay out the discussions of those 
international institutions and then confirm reforms executed by the government of Malaysia.
This paper is structured as follows. Section 2 illustrates an overview of financing in the Malaysian 
economy. Section 3 reviews the factors for facilitating bond market development, indicating significant 
components from studies by the World Bank and the IMF and IOSCO as previously mentioned. Section 4 
discusses a case study of Malaysia, revealing that the Malaysian government policies were consistent with 
guidance from the international organizations. The final section provides a summary and lessons from the 
Malaysian experience.
2.  Financing in the Economy: An Overview
2. 1  Government sector
The Malaysian government raises long and short-term finance from domestic and foreign sources, with 
domestic borrowing through government securities and loans being most significant (Table 1 ). Gross 
domestic borrowing in 2000 was 23.2 billion ringgit (RM) and increased rapidly to RM100.5 billion in 2013. 
Net domestic borrowing was RM12.7 billion in 2000 and increased to RM45.1 billion in 2011. It decreased to 
RM37.9 billion in 2016, however.
2. 2  Private sector
The business sector has raised funds from financial intermediaries, the capital market, and external financing. 
Table 1.  Federal Government Finance (RM million)
2000 2005 2010 2011 2012 2013 2014 2015 2016
Gross Domestic Borrowing 23,182 31,500 60,499 93,312 96,244 100,457 90,740 95,253 86,000
Less Repayment 10,468 18,800 24,043 48,244 52,900 60,931 53,183 56,323 48,141
Net Domestic Borrowing 12,714 12,700 36,456 45,069 43,344 39,526 37,557 38,931 37,859
Gross Foreign Borrowing 4,767 651 4,495 6,469 684 413 277 5,560 5,983
Less Repayment 3,903 4,153 831 5,919 697 634 633 4,833 5,148
Net Foreign Borrowing 864 -3,503 3,664 550 -14 -222 -356 727 835
Use of Assets1 6,136 9,527 3,125 -3,110 -2,899 -747 208 -2,464 -294
(Note)  1.  Include changes in Government Trust Fund balances. A minus sign indicates the accumulation of assets.
(Source)  Bank Negara Malaysia [2018].
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Financial intermediaries include banking institutions, development financial institutions??, and other domestic 
intermediaries2?. Until 2011, banking institutions were significant for financing in the private sector. The trend 
has been changing, however. Financial intermediaries have become less significant as sources of finance in the 
business sector, whereas the capital market and external financing have become relatively more significant. 
The share of net changes in the capital market was more than 30% except in 2011, 2013, and 2016. Since 2013, 
external financing has become more common; in particular, the share was 50.6% in 2015 and 63.3% in 2016. 
This increase resulted from an expansion of external loans (Table 2).
2. 3  Size of the bond market
Table 3 shows the outstanding amounts of debt securities. In 2000, Islamic debt securities issued were 
1? Development financial institutions are mainly government-linked financial institutions established under the 
Development Financial Institutions Act.
2? Other domestic intermediaries consist of insurance companies, the Employees Provident Fund, housing credit 
institutions, and leasing and factoring companies, etc.
Table 2.  Business Sector Financing by Category (RM million)
2005 2010 2011 2012 2013 2014 2015 2016
Financial Intermediaries 19,852 41,261 65,734 29,296 49,662 47,036 42,050 23,268
 Share (%) 30.4 35.6 44.6 18.3 29.9 30.8 19.4 14.4
Banking Institutions 5,790 33,787 53,199 38,861 47,156 48,493 47,737 29,847
 Share (%) 8.9 29.1 36.1 24.2 28.4 31.8 22.0 18.4
Development Financial Institutions 4,324 3,311 2,138 2,915 3,434 3,000 2,028 1,852
 Share (%) 6.6 2.9 1.4 1.8 2.1 2.0 0.9 1.1
Other Domestic Intermediaries 9,738 4,163 10,397 -12,480 -928 -4,457 -7,715 -8,431
 Share (%) 14.9 3.6 7.0 -7.8 -0.6 -2.9 -3.6 -5.2
Capital Market 26,873 48,484 39,819 87,779 45,039 49,761 65,291 36,164
 Share (%) 41.1 41.8 27.0 54.8 27.1 32.6 30.1 22.3
Bond Market 17,969 16,345 27,198 60,374 29,012 30,598 47,372 29,074
 Share (%) 27.5 14.1 18.4 37.7 17.5 20.0 21.8 18.0
Equity Market 8,904 32,139 12,621 27,405 16,027 19,163 17,919 7,090
 Share (%) 13.6 27.7 8.6 17.1 9.7 12.5 8.2 4.4
External Financing 18,662 26,308 41,958 43,189 71,268 55,923 109,903 102,401
 Share (%) 28.5 22.7 28.4 26.9 42.9 36.6 50.6 63.3
Foreign Direct Investment 15,000 29,321 36,616 31,117 38,238 35,344 43,435 47,182
 Share (%) 22.9 25.3 24.8 19.4 23.0 23.1 20.0 29.2
External Loan 3,662 -3,013 5,342 12,072 33,030 20,579 66,468 55,219
 Share (%) 5.6 -2.6 3.6 7.5 19.9 13.5 30.6 34.1
Total 65,387 116,053 147,511 160,264 165,969 152,720 217,244 161,833
 Share total (%) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
(Sources)  Bank Negara Malaysia [2006a, 2007, 2008, 2009, 2010, 2011, 2012a, 2013, 2014, 2015, 2016, 2017].
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approximately RM38.5 billion, whereas conventional bonds were RM224.9 billion. The ratio of these 
markets to GDP in 2000 accounted for 10.8% and 63.1% respectively. As of 2005, the outstanding amount of 
conventional bonds was RM297.8 billion, which was larger than that of Islamic bonds of RM120.1 billion. 
After that, the Islamic bond market expanded rapidly; in 2016 the outstanding amount of Islamic bonds 
reached to RM661.1 billion.
3.  Bond Market Development: Perspectives from International Organizations
This section discusses bond market development from the perspectives of international organizations. The 
World Bank and the IMF mentioned that ?bond markets are essential for a country to enter a sustained phase 
of development driven by market-based capital allocation and increased avenues for rising debt capital? (The 
World Bank and the IMF [2001], p. xix).
In 2001, the World Bank and IMF published a handbook on the development of government bond markets 
that addressed critical components. The IOSCO [2011] provides guidance for the assistance of private debt 
securities markets. The Emerging Markets Committee of the IOSCO set up a task force on corporate bond 
markets in emerging economies and published a final report in November 2011. The Securities Commission 
of Malaysia, in collaboration with the World Bank, co-chaired the task force with the Securities and Exchange 
Board of India. As indicated in the previous section, the corporate bond market in Malaysia has been more active 
than the equity market. Therefore, the Malaysian experience has contributed to the final report of the task force.
Table 3.  Outstanding Amount of Islamic and Conventional Bond (RM million)
2000 2005 2010 2011 2012 2013 2014 2015 2016
Islamic 38,463 120,121 294,231 350,287 475,595 512,134 576,312 607,932 661,079
Government 4,000 12,100 83,500 112,000 150,000 183,400 207,900 244,100 264,000
BNM 250 7,000 29,500 31,800 61,500 39,800 42,500 500 n.a.
Others1 34,213 101,021 181,231 206,487 264,095 288,934 325,912 363,332 396,679
Conventional 224,907 297,825 469,208 490,916 532,210 518,758 533,397 516,903 511,835
Government 93,370 168,370 263,493 280,033 294,470 307,395 331,952 343,063 360,422
BNM 6,500 10,000 68,100 74,900 92,750 66,900 64,600 24,000 8,750
Others1 125,037 119,455 137,615 135,983 144,990 144,463 136,845 149,841 142,664
(Note)   1.  According to the author?s inquiry to BNM on December 5, 2011, ?Others? covers all private issues including 
debt securities issued by Government-linked agencies.  They also confirmed the figure of ?Others? is possible to be 
regarded as the size of the private debt securities market in Malaysia.
(Source)  BNM website, Bond Info Hub 
   (http://bondinfo.bnm.gov.my/portal/server.pt?open=514&objID=41920&parentname=CommunityPage&parentid
=2&mode=2, last cited on March 23, 2018).
? ? ?
Deliberate Policy Implementation for Promoting Debt Securities Markets
3. 1  Development of the government bond market
3. 1. 1  Developing benchmark issues
Developing benchmark government issues is crucial for a debt market. As the World Bank and the IMF [2001] 
explain, benchmark government securities reduce the government?s funding cost. Price information is widely 
disseminated by forming a yield curve, assisting investors and borrowers to issue or refinance government bonds.
Long-term and fixed-interest debt securities are necessary for promoting a benchmark yield curve. 
A concentration of benchmark issues with limited maturities may not mitigate rollover risk; therefore, the 
government needs to consider maturity distribution (The World Bank and the IMF [2001], p. 137).
Experiences in developed countries prove that the success of a benchmark government bond yield 
curve contributes to transparent pricing of other financial instruments. For example, the yield curve of the 
benchmark issues provides useful information on corporate bonds with the same duration. The pricing of 
corporate bonds is based on the benchmark yield plus a spread reflecting a wide variety of risks, such as 
default risk and liquidity risk (The World Bank and the IMF [2001], pp. 118-119). Therefore, a benchmark 
yield curve needs to be introduced to develop both the government and corporate bond markets.
3. 1. 2  Promoting a primary market for government securities
Past experiences in developed countries illustrate that banks serve an important role as primary dealers by 
underwriting government bonds and distributing securities to the final investors. Furthermore, primary dealers 
are significant in auctioning government securities. In developing countries, however, this system does not 
function well due to the insufficient number of banks.
At the early stages of market development, syndication is more common and convenient due to uncertain 
timing and size of the bond issue. The government negotiates a price and a charge of their issue with financial 
institutions in order to initiate this process. This, however, raises the problem of a lack of transparency. To increase 
transparency, governments in developing countries should first facilitate the reliable banking sector by increasing 
the number of banks and, thus, plan the frequency of auctions. Governments in developing countries must realize 
that ?too frequent auctions may lead to small auction volumes, less meaningful price information results, or even 
too many issues in the market for liquid secondary market trading? (The World Bank and the IMF [2001], p. 160).
3. 1. 3  Facilitating the secondary market
Several factors impact the development of the secondary market of government bonds. Domestic and foreign 
investors are indispensable for developing a government securities market. The World Bank and the IMF [2001] 
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indicate that diversified domestic investors contribute to the government?s funding requirements.
In general, commercial banks, contractual savings institutions, and collective investment funds are major 
institutional investors. Institutional investors make the bond market competitive and efficient through trading, 
resulting in lower spreads on loans and charges in issuing and trading securities. Furthermore, they positively 
influence financial innovation and promote new financial instruments. Contractual savings institutions, such 
as pension funds and insurance companies, usually have a stable demand for longer-term financial assets due 
to their long-term liability position. Mutual funds, also known as collective investment funds, collect money 
from the public and invest in short and long-term financial products. Therefore, the mutual fund portfolio 
covers a wider range of financial instruments and contributes to capital market development.
3. 2  Development of private debt securities markets
3. 2. 1  Improving market efficiency
IOSCO [2011] offers three suggestions to improve market efficiency in an emerging market. First, the 
government should emphasize multiple issuance options for expanding a primary market: the public offer, 
self-registration and automatic approvals, and private placement. Second, approval process and disclosure 
requirements need to be revised based on the type of securities, and the rules should be transparent. Third, 
an introduction of standardized documents for bond offers should be introduced. These suggestions should 
achieve market transparency and provide a more flexible offering system.
3. 2. 2  Enhancing market infrastructure and widening investor base
IOSCO [2011] recommends introducing an e-trading system, providing investors with efficient trading and 
price dissemination. The e-trading platform may lead to a more competitive and transparent market. To 
improve market infrastructure, a market-making system should be considered.
IOSCO [2011] provides an example of trading fee incentives to increase the number of bond dealers 
participating in a private debt market. By increasing the number of market players, the government may be 
forced to substantially improve market infrastructure. A varied investor base stimulates the development 
of the private debt securities market, particularly if the number of foreign investors increases. This case 
generally results in an upgrade in market infrastructure, including both physical infrastructure, such as an 
e-trading or settlement system, and non-physical infrastructure. For example, foreign investors generally 
demand an internationally accepted disclosure system, pressuring emerging economies to modify domestic 
rules, such as deregulation of capital control and taxation. Moreover, if these modifications work well, the 
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government in emerging economies can improve investment regulations in line with global standards. The 
government needs to liberalize investment rules and restrictions consistent with global standards to increase 
foreign investment (IOSCO [2011], p. 40).
3. 2. 3  Developing a wider range of instruments in the corporate bond market
IOSCO [2011] indicates two points: the development of securitization markets and risk management instruments. 
Securitization markets contribute to expansion of the bond market in several ways. Asset-backed securities 
mobilize the asset market, possibly increasing financing options for issuers. In addition, securitization markets 
provide both issuers and investors with a method of risk management. IOSCO [2011] places an emphasis on 
derivatives: swaps, forwards, futures, and options. Development of these instruments enables investors to 
manage risks on their investments. IOSCO [2011] also mentions that legal and regulatory frameworks must 
be modified in accordance with an introduction of securitization, leading to a transparent and robust financial 
market. Bankruptcy, accounting, and taxation frameworks also support market development.
3. 2. 4  Strengthening investor protection
Poor investor protection discourages investments in a financial market. IOSCO [2011] provided five 
recommendations for investor protection. First, a clear and timely information dissemination system must 
be introduced as financial transactions contain risks due to problems of asymmetric information in the 
market. Second, governments in emerging economies need to improve transparency in the trading and 
pricing of financial instruments. Trade reporting and more sophisticated bond valuation frameworks ensure 
a healthy market. Third, regulators need to upgrade their skills in surveillance and supervision. IOSCO 
[2011] suggested that governments in emerging economies should ?enhance regulatory capacity including 
ensuring adequate skills, experience and technical knowledge as well as technology and systems and internal 
processes to effectively regulate the bond market? (IOSCO [2011], p. 42). This implies that regulators cannot 
supervise the market without adequate skills and knowledge. Fourth, responsibilities, duties, and roles of 
bond market intermediaries should be stipulated through professional standards or a code of conduct. Fifth, 
the government and financial regulators should enact a bankruptcy law to clarify bankruptcy processes and 
introduce appropriate rules for corporate restructuring procedures.
3. 2. 5  Other recommendations
Three other suggestions by IOSCO [2011] can be considered here: (i) establish a national platform for high-
level policy and strategic direction; (ii) develop a sequenced strategy for corporate bond market development; 
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and (iii) streamline and coordinate the regulatory framework for corporate bond markets. The government 
needs to draft a blueprint for the future and design a strategic development plan for the financial market.
The other recommendation is on taxation: tax incentives to stimulate issuances of private debt securities are 
effective; however, they should not be made permanent. According to IOSCO [2011], examples of tax incentives 
are removing or reducing the withholding of taxes, transaction taxes, real property gains taxes, and stamp duties.
4.  The Government?s Policies for the Malaysian Bond Market
4. 1  The development of the government bond market
4. 1. 1  Maturities: Benchmark issues
The Malaysian government issues two types of conventional debt securities: Treasury Bills and Malaysian 
Government Securities. For working capital, Treasury Bills are issued with maturities of one, three, six, and 
12 months, and sold at a discount. Malaysian Government Securities (MGS) are long-term bonds issued for 
development expenditures, with maturities from three years to 20 years, and are sold at a fixed rate on coupon 
basis. Among those maturities, 15-year and 20-year debt securities are issued to strengthen the benchmark yield 
curve (Bank Negara Malaysia and Securities Commission [2009], p. 25). Bank Negara Malaysia (BNM), which 
is the Central Bank, also issues monetary notes, known as Bank Negara Monetary Notes (BNMN), for managing 
liquidity in the economy with maturities ranging from one year to three years. BNMN are sold either at a 
discount or on a coupon basis. The Malaysian government has also promoted Islamic finance by issuing Islamic 
Treasury Bills and Government Investment Issues. Islamic Treasury Bills are issued with a maturity of one year, 
whereas Government Investment Issues are supplied with maturities of three, five, seven, and 10 years or more. 
Islamic debt securities are profit-based in accordance with Islamic finance contracts.  
As indicated in section 3.1.1, benchmark issues are necessary for the government bond market. The 
Malaysian Government Securities (MGS) are issued with varied maturities (Table 4 ). The percentage of 
long-term bonds over 15 years accounted for 52.1% in 1980 and it increased to 77.8% in 1985. The ratio 
seemed to be retained from 50% to 60% during the 1990s; however, it declined 37.9% in 2000. Since then, it 
had continued to decrease, although it recovered to 12.2% in 2016. As for Government Investment Issues (GII), 
their maturities have been shorter than that of MGS. Until 2014, a major part of GII were issued with maturity 
of six to 10 years, whereas the maturity rates over 11 years were around 3-14%.
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4. 1. 2  The primary market
BNM introduced a principal dealer system in 1989 to ensure transparent auctions in the country. Principal 
dealers are nominated in accordance with BNM?s criteria and their performance is reviewed periodically. In 
2009, the Islamic principal dealer system was launched to address the development of Islamic debt securities 
markets. As of September 2017, twelve banks were appointed as principal dealers and seven were assigned 
as Islamic principal dealers (Table 5 ). These banks play a significant role in dealing with government bonds 
both in the primary and secondary market.
In March 2000, a pre-announced auction calendar system was introduced to ensure transparency and 
contributed to the establishment of a reliable and efficient benchmark yield curve. BNM announces the 
auction schedule on their website one week before the issuing date. The announcement contains issuing 
timing, tenure, size, and method determined by the monthly Cash Flow Committee meeting3?. This system 
assists investors with their plans and leads to the sound development of the primary market.
To expand the primary market, the government introduced a five-year MGS futures contract in March 
2002, adding to the diversification of investment instruments, and launched three-year and 10-year MGS 
futures contracts in September 2003. A futures contract provides investors with the advantages of price 
information and an effective tool for risk management, assisting the primary market.
In 2009, the government began to issue Merdeka Savings Bonds (MSB) for retail investors under an 
3 ) This meeting is held regularly and chaired by the Treasury for a discussion of auction schedule details. BNM is 
responsible for advising the schedule (Bank Negara Malaysia and Securities Commission [2009], p. 10).
Table 4.  Distribution of Government Securities by Original Maturity (Share; %)
1980 1985 1990 1995 2000 2005 2010 2011 2012 2013 2014 2015 2016
Malaysian Government Securities
2-3 years 7.8 2.6 n.a. 1.5 14.0 17.9 17.7 32.6 29.8 20.2 26.9 24.2 31.4
4-5 years 6.3 0.4 3.6 3.2 12.9 29.9 29.7 15.2 16.5 25.5 24.8 20.7 14.9
6-10 years 6.6 3.1 17.8 17.7 21.3 30.2 36.4 35.3 30.5 26.3 19.9 22.4 23.6
11-15 years 27.0 15.8 19.6 21.0 13.9 11.0 5.1 8.7 15.1 19.6 17.6 22.1 17.9
Above 15 years 52.1 77.8 59.0 56.5 37.9 11.0 11.1 8.2 8.1 8.4 10.8 10.7 12.2
Government Investment Issues
2-3 years n.a. n.a. n.a. n.a. n.a n.a 34.3 37.2 30.9 31.2 29.3 31.1 28.3
4-5 years n.a. n.a. n.a. n.a. n.a n.a 27.0 17.7 18.9 19.0 23.7 27.1 29.2
6-10 years n.a. n.a. n.a. n.a. n.a n.a 38.7 45.1 46.7 40.0 37.7 32.0 28.7
11-15 years n.a. n.a. n.a. n.a. n.a n.a 0 0 3.5 8.2 7.1 7.1 9.0
Above 15 years n.a. n.a. n.a. n.a. n.a n.a 0 0 0 1.5 2.2 2.7 4.8
(Note)  GII was started in 1983, however, the statistics by original maturity was first published in 2008. 
(Source)  Bank Negara Malaysia [2012b, 2018].
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Islamic concept to provide another source of income for retired Malaysian citizens over 56 years of age. In 
the following year, another Islamic bond, Sukuk 1Malaysia 2010, was launched for Malaysian citizens over 
21 years of age.
As has been noted in section 4.1.1, the Malaysian government issues several types of debt securities, most 
being ringgit-denominated bonds; however, they have also taken positive measures to develop the Islamic 
bond market by issuing foreign currency-denominated bonds. In 2002, the government issued sovereign 
global Islamic bonds for USD600 million.
4. 1. 3  The secondary market
Liquidity in the secondary market is important to investors, although some institutions have incentives to 
hold the bonds until maturity. The Malaysian government facilitated the secondary market in several ways. 
First, they tried to expand the investor base. One major institutional investor aside from private banks is 
the Employees Provident Fund (EPF), an active and important institutional investor in the Malaysian bond 
market. The EPF is required to invest 70% of its assets in government securities; however, the ratio can vary 
in accordance with the Minister?s instruction (Employees Provident Fund Act, Section 26B). Table 6 indicates 
that social security institutions have been outstanding holders of TB, GII, and MGS (until 2005), with the EPF 
accounting for over 95% of MGS. Thus, the EPF is the most significant holder of government bonds, with the 
next most significant holder being the banking sector.
Foreign holdings have significantly increased since the mid-millennium, due to deregulation of the foreign 
exchange rules. As for Treasury Bills, the share of foreign holdings accounted for 22.0% in 2010 and dramatically 
Table 5.  List of Principal Dealers as at the End of September 2017
Principal dealers
AmBank Bhd. Malayan Banking Bhd.
Citibank Bhd. OCBC Bank (Malaysia) Bhd.
CIMB Bank Bhd. Public Bank Bhd.
Hong Leong Bank Bhd. RHB Bank Bhd.
HSBC Bank Malaysia Bhd. Standard Chartered Bank Malaysia Bhd.
J.P. Morgan Chase Bank Bhd. United Overseas Bank (Malaysia) Bhd.
Islamic principal dealers
Affin Islamic Bank Bhd. Hong Leong Islamic Bank Bhd.
AmIslamic Bank Bhd. Maybank Islamic Bhd.
Bank Islam Malaysia Bhd. RHB Islamic Bank Bhd.
CIMB Islamic Bank Bhd.
(Source)  BNM website, Bond Info Hub 
   (http://bondinfo.bnm.gov.my/portal/server.pt?open=514&objID=27247&parentname=CommunityPage&parentid=
68&mode=2, last cited on March 30, 2018).
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increased to 71.0% in 2015 (Table 6 ). In the case of MGS, the share was increased from 4.8% in 2005 to 47.3% in 
2015 because foreign investors or non-residents were allowed to deal in the bond market and freely hedge exchange 
rate risk through foreign exchange derivatives, such as currency options or swaps. The importance of foreign 
investors is illustrated in section 3.2.2, stimulating the government bond market through active trading.
In July 2000, BNM expanded trade mechanisms in the government bond market by permitting non-
licensed institutions to participate in repo transactions. In December 2001, BNM issued two guidelines to 
make the secondary market more transparent and competitive: Guidelines on Securities Borrowing and 
Lending and Guidance Notes on Repurchase Agreement Transactions. A short-selling system was initially 
permitted only for principal dealers; however, interbank participants and universal brokers were permitted 
to undertake short-selling transactions in November 2005. In December 2006, BNM initiated callable MGS 
that were redeemable before maturity. In January 2007, BNM introduced a switch auction of MGS, replacing 
previously issued MGS with the current benchmark issues, and enhancing trading in the secondary market 
(BNM [2006b]).
4. 2  Strategy of corporate bond market development 
In 2001, the Securities Commission of Malaysia (SC) published a Capital Market Master Plan (CMP) in 
order to initiate strategic reform of the capital market over the next decade. Six objectives were announced 
Table 6.  Federal Government Domestic Debt by Holder (RM million; Share (%))
1990 1995 2000 2005 2010 2015
Treasury Bills
Financial Sector n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 1,979 45.8 865 18.4
Foreign Holders n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 949 22.0 3,335 71.0
Others n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 1,393 32.2 500 10.6
Total 4,320 n.a. 4,320 n.a. 4,320 n.a. 4,320 n.a. 4,320 100.0 4,320 100.0
Government Investment Issues
Social Security Institutions n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 27,432 33.7 78,660 36.8
Insurance Companies n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 5,245 6.4 8,627 4.0
Financial Sector n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 38,932 47.8 103,846 48.5
Foreign Holders n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 299 0.4 11,628 5.4
Others n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 9,593 11.8 11,239 5.3
Total 900 n.a. 5,050 n.a. 4,000 n.a. 10,100 n.a. 81,500 100.0 214,000 100.0
Malaysian Government Securities
Social Security Institutions 38,065 61.3 41,290 63.8 64,580 72.5 100,359 60.4 70,279 26.9 75,491 22.2
Insurance Companies 1,437 2.3 5,128 7.9 6,652 7.5 14,732 8.9 21,280 8.2 22,082 6.5
Financial Sector 16,895 27.2 11,348 17.5 14,884 16.7 29,991 18.1 67,077 25.7 67,105 19.7
Foreign Holders 19 0.0 2,111 3.3 232 0.3 7,947 4.8 73,764 28.3 160,995 47.3
Others 5,690 9.2 4,842 7.5 2,703 3.0 13,022 7.8 28,593 11.0 14,389 4.2
Total 62,106 100.0 64,719 100.0 89,051 100.0 166,051 100.0 260,993 100.0 340,063 100.0
(Source)  Bank Negara Malaysia [2012b, 2018].
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to imbue the capital market with three features: ?internationally competitive, bearing the hallmarks of high 
levels of efficiency, innovation and productivity? (SC [2001], p. 55). The CMP made 152 recommendations to 
achieve the objectives listed below (SC [2001], p. 57):
(1) To be the preferred fund-raising centre for Malaysian companies;
(2)  To promote an effective investment management industry and a more conducive environment for 
investors;
(3) To enhance the competitive position and efficiency of market institutions;
(4) To develop a strong and competitive environment for intermediation services;
(5) To ensure a stronger and more facilitative regulatory regime; and
(6) To establish Malaysia as an international Islamic capital market centre
The SC (2001) divided the implementation process into three phases: Phase 1 (2001-03), Phase 2 (2004-05), and 
Phase 3 (2006-10). The recommendations were completed in sequence with stated sub-objectives in each phase.
4. 2. 1  Improving market efficiency
The SC introduced several guidelines for market transparency (Table 7 ), revised existing ones, and released 
practice notes in accordance with the market environment. Market players have access to the latest version of 
the guidelines on the SC?s website.
Table 7. Guidelines of Private Debt Securities Market
Year Month Guidelines
2000 July Guidelines on the Offering of Private Debt Securities
(replaced by Guideline on Private Debt Securities, last revised in July 2011)
Guidelines on Contents of Prospectus for Debentures
Securities Commission (Shelf Registration Scheme for Debentures) Regulations 2000
Guidelines on the Minimum Contents Requirements for Trust Deeds
(replaced by Guidelines on Trust Deeds, last revised in July 2011)
2001 April Guidelines on the Offering of Asset-backed Securities (last revised in July 2004)
2002 October Guidelines on Dealings in Unlisted Debt Securities by Universal Brokers
2003 December Guidelines on the Offering of Structured Products (last revised in April 2007)
2004 July Guidelines on the Offering of Islamic Securities
2005 September Guidance Note on the Secondary Trading of Foreign Currency Denominated
Debentures and Foreign Currency Denominated Islamic Securities
2006 January Guidelines on Registration of an Electronic Broking System
Guidelines on the Registration of Bond Pricing Agencies
2011 March Guidelines on the Registration of Credit Rating Agencies
2015 June Guidelines on Issuance of Corporate Bonds and Sukuk to Retail Investors
(Revised on November 8, 2017)
(Source)  SC website, ?Guidelines and Practice Notes? (https://www.sc.com.my/legislation-guidelines/, last cited on March 18, 2018)
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4. 2. 2  Developing market infrastructure 
In 1999, BNM introduced the Real Time Electronic Transfer of Funds and Securities system that includes the 
Scripless Securities Trading System (SSTS) and the Interbank Funds Transfer System (IFTS). The SSTS addresses 
book-entry settlement and records holdings of scripless debt securities. The IFTS allows transfers of large amounts. 
In 2004, the Bond Pricing Agency Malaysia (BPAM) was incorporated under the Malaysian Companies Act 
1965 through a SC?s initiative, providing market players in Malaysia with fair valuations on ringgit-denominated 
fixed-income securities. Bonds are generally traded over-the-counter; therefore, no closing prices are published. 
Therefore, the BPAM evaluates bond values and disseminates the information for investors.
In 2008, Bursa Malaysia launched the Electronic Trading Platform (ETP), replacing the Bond Information 
and Dissemination System which was introduced in 1997 to develop market infrastructure. According to 
BNM, ETP?s four primary functions are listed below (BNM website, Bond Info Hub)4?.
(1) Central order book for matching, trade reporting and negotiation;
(2) A comprehensive dissemination system for price/yield and trade information dissemination;
(3) A data storage for market history data referential maintenance for exchange administrator; and 
(4) A real time market surveillance system.
4. 2. 3  Developing a wider range of instruments in the private debt securities market
As stated by the IOSCO (2011), a driving force in corporate bond market development is the introduction 
of several types of instruments with securitization being the most effective method. The first securitization 
market in Malaysia was launched by Cagamas Bhd., the national mortgage corporation. Since its 
establishment in 1986, Cagamas has played an extremely important role in the development of private debt 
securities markets. The success of Cagamas has assisted in introducing and issuing several debt securities, 
such as fixed-rate bonds, mid-term notes, and commercial papers both in conventional and Islamic markets. 
Cagamas has benefited the housing loan business in the financial sector, as financial and non-financial 
institutions can eliminate the loan amount from their balance sheet, thereby increasing liquidity and providing 
additional housing loans. Private banks can improve their capital-adequacy ratio.
4. 2. 4  Expanding investor base and strengthening investor protection
In Malaysia, unit trusts have promoted retail investments in bond markets. The first unit trust was introduced 
in 1959 to equalize asset holdings among ethnic groups, not to develop bond markets. A significant 
4 ) http://bondinfo.bnm.gov.my, last accessed on December 4, 2012.
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development of the unit trust industry started from 1981 when Amanah Saham Nasional was introduced by 
Permodalan Nasional Bhd. With the maturation of the unit trust industry, a wide variety of unit trusts were 
launched5?.
Foreign investors are allowed to invest in the private debt securities market. Foreign exchange 
administration rules were modified as mentioned previously, and foreign investors may buy and sell both 
conventional and Islamic private debt securities.
The SC and the Securities Industry Dispute Resolution Center (SIDREC) safeguard investor rights. The 
SC deals with complaints on inappropriate conduct and other irregularities in the markets. If an investor has a 
problem with a licensed intermediary, he/she first raises a complaint with the institution. If both parties cannot 
find an acceptable solution to the problem, the investor may then submit the claim to the SC; however, they 
do not handle monetary or private civil disputes. SIDREC, on the other hand, adjudicates monetary disputes. 
SIDREC was established under the Capital Markets and Services (Dispute Resolution) Regulations 2010, and 
resolves monetary disputes not exceeding RM100,000 against licensed intermediaries including stockbrokers, 
futures brokers, fund managers, and unit trust management companies, etc. 
4. 2. 5  Adopting a conducive tax framework
In Malaysia, there is no capital gains tax or stamp duty on government and private debt securities. For ringgit-
denominated government bonds and private debt securities, BNM announced that interest income received by 
resident individuals and unit trust companies is exempt from taxation. Non-resident investors are also exempt 
from withholding tax (BNM website, Bond Info Hub)6?. In 2000, the Malaysian government exempted all 
private debt securities approved by BNM or the SC from stamp duties. An exemption on real property gains 
in all securitization transactions approved by the SC was also granted.
These tax incentives also apply to Islamic bonds denominated in any currency approved by SC. 
Additional tax incentives for Islamic bond issuers are provided to stimulate the market. Enterprises setting up 
special purpose vehicles (SPV) to issue Islamic bonds are allowed a tax deduction for costs of SPVs, which 
are also exempted from income tax. Islamic bonds issuers will also receive tax deduction on expenses until 
2015 as will companies issuing Islamic securities approved by Labuan Financial Services Authority (MIFC 
5 ) Fixed income funds invest mainly in the government securities and corporate bonds. In addition to this, fixed income 
funds invest in money market instruments, for instance, banker?s acceptance (Federation of Investment Managers 
Malaysia website, www. fimm.com.my, last accessed on December 18, 2012)
6 ) Last accessed on November 21, 2012.?
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website)7?.
5.  Implications from the Malaysian Experience
5. 1  Prerequisites for bond market development
The case study of Malaysia clearly demonstrated the difficulties for some developing countries to facilitate bond 
markets without two prerequisites: a well-functioning banking sector and sound macroeconomic management.
5. 1. 1  Reliable interbank market and banking sector
It is of note that the Malaysian government bond market has been supported by the country?s banking sector, 
suggesting that a well-functioning financial system is essential for the development of a bond market. Thus, a 
developing country?s government should first focus on the development of the banking sector.
The World Bank states, ?an active, liquid money market greatly assists the development of a well-
functioning market in government bonds and private sector bonds? (The World Bank and IMF [2001], p.64). 
This implies that the development that developing the interbank market must be the first priority for emerging 
economies. It is beneficial to the government and the banking sector; a liquid money market contributes to 
risk management for private banks.
5. 1. 2  Sound macroeconomic management
Without government control of macroeconomic factors, government securities markets may not develop. 
Large fiscal deficits and high inflation can harm debt securities markets. As the World Bank (2001) indicates, 
sound macroeconomic management is crucial for development of bond markets, because the contractual 
savings institutions have less incentive to invest in government bonds under conditions of high inflation and 
large fiscal deficit (The World Bank [2001], p. 191).
The Malaysian government has successfully managed the inflation rate, with the exception of 6.7% in 1980 
(Table 8)8?. The BNM explained that a sharp increase in prices of imported goods was a main cause of the high 
inflation rate (BNM [1982], p. 4). As for fiscal balance, Malaysia has experienced a fiscal deficit except from 
1993 to 1997. The fiscal balance-to-GDP ratio in some years rose over -5%; however, the Malaysian government 
ensured the other macroeconomic conditions. Therefore, they could expand the government securities market.
7 ) Last accessed on November 23, 2012.
8 ) The inflation rate reached 9.7% in 1981 
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5. 2  Other implications
The successful development of the Malaysian bond markets was a result of the government?s strategic 
policy approach. This paper revealed that the SC played an immensely significant role in policy-making and 
published the CMP in 2001. Other developing countries might follow two points. First, the SC scheduled 
completion of the master plan over the course of a decade. Market reforms can be a lengthy process and the 
government must adopt a long-term perspective. Second, the CMP has over 150 policy recommendations, 
which were not forced to be implemented simultaneously. The SC divided the CMP into three phases, stated 
a clear objective for each phase, and delineated the sequence of policy implementation. Thus, the government 
is able to monitor reform processes, their results, and their impacts on the bond markets.
The government must disseminate all information to the public to maintain reform momentum. The 
SC announced the progress of the master plan and annual reports on their website for every market player 
to review. Such transparency in market development allows market players to benefit equally from the 
information and forecast future developments, and places great pressure on the government to continue 
reforms. If the government fails to implement reforms and is unable to reasonably justify the delay, market 
players will be disappointed and withdraw funds from bond markets, consequently hindering development.
6.  Concluding Remarks
This study summarized the World Bank and the IMF [2001] and IOSCO [2011] discussions on policy measures 
on bond market development in emerging economies. The author examined the case of Malaysia, specifically 
the government?s implementation of policies for bond markets reform, based on over 150 recommendations 
in CMP [2001]. The SC implemented those recommendations between 2001 and 2010 in three phases, and 
all reforms were consistent with the World Bank and the IMF [2001] and the IOSCO [2011] discussions. The 
evaluation of Malaysia?s bond market development illustrates that policies should be implemented prudently 
and strategically.
Moreover, this research highlighted two prerequisites to initiate government policies for bond market 
development. Based on the case study of Malaysia, this paper emphasizes two lessons: (i) importance of a 
Table 8.  Fiscal Balance and Inflation Rate in Selected Years
1980 1985 1990 1995 2000 2005 2010 2015
Overall Fiscal balance (RM million) -3,704 -4,407 -3,437 1,861 -19,715 -18,724 -43,275 -37,414
Fiscal Balance/GDP (%) -6.9 -5.7 -2.9 0.8 -5.5 -3.6 -5.6 -5.4
Inflation rate (%) 6.7 0.3 3.1 3.5 1.5 3.0 1.7 2.1
(Source)  Bank Negara Malaysia [2012b, 2018].
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reliable banking sector and (ii) sound macroeconomic management. First, the government in developing 
countries must focus on the development of a reliable banking sector. At the initial stage of the government 
bond market, the banking sector plays a significant role in undertaking and distributing government bonds. 
Second, the government must provide stable macroeconomic conditions, in particular inflation rates and the 
fiscal balance. High inflation rates and huge fiscal deficits harm bond market development. Without a healthy 
government bond market, it is impossible to facilitate the corporate bond market.
Although Malaysia successfully completed the CMP in 2010, the country faces some other challenges. 
The SC published the Capital Market Master Plan 2 (CMP2) in 2011 and continues further reforms. The 
CMP2 focuses on two challenges: (i) to expand the role of capital markets for future economic growth and 
(ii) to establish robust governance to protect investors (SC [2011]). Malaysia requires additional investments 
to achieve a national goal, being a fully developed nation by 2020; the capital market is expected to support 
this economic growth. To attract domestic and foreign investors, transparency of the capital market must be 
ensured. With the government committed to improving governance, these reforms should stimulate further 
bond market development in Malaysia.
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